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FUNDSAFFECTED: X GENERAL IMPACT: State
X DEDICATED
FEDERAL
STATE IMPACT FY 1999 FY 2000 FY 2001
State Revenues (42,100,000) (44,300,000

State Expenditures

Net | ncrease (Decr ease) (42,100,000) (44,300,000

Summary of L egislation: (Amended) Thishill providesthat fifty percent of property taxesdeductibleunder
thelnternal Revenue Codeare not to be added back to incomein determining Indiana Adjusted GrossIncome
Tax or the Financial Institutions Tax.

Effective Date: January 1, 1999 (retroactive).

Explanation of State Expenditures. Therewill be someadministrative coststo the Department of Revenue
to revise tax forms, instructions and computer programs to accommodate this change. These expenses will
come from their existing budget.

Explanation of State Revenues: (Revised) Thishill is effective for tax years beginning January 1, 1999
and will affect revenue collection beginning in FY 2000. The total estimated loss of income tax revenue
would be $42.1 M in FY 2000 and $44.3 M in FY 2001.

Business property taxes: Business property taxes are added back on corporate and individual income tax
returns. Based on asample of corporateincometax returns, it isestimated that the revenuelossin corporate
gross, adjusted gross income and supplemental net income taxes due to not adding back 50% of these
property taxes would be $21.15 M in FY 2000 and $22.1 M in FY 2001.
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The 1995 statistics of individual income tax returns indicate that $845.1 M was added back for taxes paid
by individual swho had property taxesdeducted ontheir federal returnsfor businessproperty. Theindividual
income tax returns indicated that taxes paid will continue to increase at an average rate of 6% for the next
few years. Applying this increase to 50% of the amount of taxes that would not be added back on the
individual income tax returns, would result in an estimated revenue loss of approximately $19.25 M in FY
2000 and $20.4 M in FY 2001.

Financial Institution Tax: Based onthe FY 1997 financial institutions tax returns, it is estimated that these
taxpayers added back approximately $537 M in property taxes. When taking into account the apportionment
factor, the estimated revenue |l oss from not adding back 50% of these taxeswill result in arevenuelossfrom
the financial institutions tax of $1.7 M in FY 2000 and $1.8 M in FY 2001.

Thetotal loss of revenue from eliminating 50% of the property tax add-back would be $42.1 M in FY 2000
and $44.3 M in FY 2001.

Revenue from corporate gross income tax, adjusted grossincome tax, supplemental net income tax and the
financial institution tax is deposited in the General Fund and the Property Tax Replacement Fund.

Explanation of L ocal Expenditur es:

Explanation of L ocal Revenues: The changein the cal culation of Indianataxableincomewill also reduce
the amount of revenue collected for counties that impose alocal option income taxes.

State Agencies Affected: Department of Revenue.

L ocal Agencies Affected: Counties with alocal option income tax.

Information Sources: Local Government Data Base; Department of Revenue- Individual Income Tax
Statistics, Financial Institutions Income Tax Statistics; December 17, 1998 Revenue Forecast- State Budget

Agency.
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